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NON TECHNICAL SUMMARY
This paper provides a selective survey of the literature on home country effects of FDI, and points to some new questions regarding the impact of outward FDI on economic structure in the home country. Much of the existing literature on production interactions between the domestic and foreign operations of MNCs has examined what happens to home country exports and employment as a result of outward FDI. Although the results of earlier studies vary somewhat, there appears to be a consensus that the quantitative effects are not dramatic.
The reduced exports of finished products from the home country to independent foreign customers are balanced by increases in exports of intermediate products to the foreign affiliates. However, the structural changes -the transformation that occurs when the parent company becomes increasingly specialised in the production of intermediate goods -have not been discussed in great detail. Drawing heavily on the example of Sweden, we outline some of the changes that have occurred as a result of the increasing globalisation of Swedish industry, and discuss some possible consequences for the Swedish economy. Our discussion suggests that the home country operations of Swedish MNCs focused increasingly on activities with relatively high raw material content and low value added during the period between the early 1980s and mid-1990s. In addition, much of R&D was concentrated to Sweden. While the high investments in R&D are probably beneficial for the home country, it is possible that the specialisation in raw material intensive operations may have some negative effects. In particular, we discuss the possible growth effects of a more concentrated industry structure. However, due to the lack of detailed data on production structure, factor intensities and other production characteristics, the discussion is largely speculative, and the paper points to the need for more data and more research in this area.
Introduction
The effects of foreign direct investment (FDI) on the home countries of multinational corporations (MNCs) have been discussed for several decades, but the topic has attracted renewed attention in the international debate during the past few years. The global liberalisation of trade and investment flows agreed upon in GATT's Uruguay Round and the regional integration processes in Europe, the Americas, and the Asia-Pacific region are important reasons for this resurgence of interest. The reduction of trade and investment barriers at the global as well as regional level is creating new, large markets and removing restrictions on where plants can be located. One of the consequences is a marked increase in cross-border mergers and acquisitions as MNCs are adjusting to the new environment, particularly in the EU where formal integration has reached further than in other parts of the world. It is likely that these processes of globalisation and regionalisation will change the pattern of international investment, with consequences for both home and host countries.
The purpose of this paper is to provide a selective survey of the literature on some of the home country effects of foreign direct investment, and to discuss a few questions that have rarely been addressed in detail in earlier research. The focus will be on production interactions between the foreign and domestic operations of multinational firms. These interactions occur because FDI typically affects the MNC's home country operations. The most common question in this context has concerned the impact of outward investment on home country exports: does the establishment of a foreign affiliate substitute for home exports or increase home exports of components and intermediate goods used by the foreign affiliates? 1 * Financial support from the Swedish Council for Research in the Humanities and Social Sciences (HSFR) is gratefully acknowledged. 1 There are, of course, many other kinds of home country effects from FDI. Stevens and Lipsey (1992) point to financial interactions that come about because investments in different locations compete for scarce funds, Dunning (1997) focuses on the impact of FDI on economic policy, Blomström and Kokko (1998) discuss external effects on the home country, while Caves (1996) , Dunning (1993) , Hood and Young (1979), and IC (1996) provide an overview of a host of other issues, including the effects of FDI on taxation, income distribution, and environment.
Much of the discussion will draw on evidence from Sweden, for good reasons. Swedish MNCs are not only prominent on the international scene, but they also occupy a dominant position in the Swedish economy. Although over 60 per cent of their production is located outside Sweden, they account for about a third of Swedish employment, two-thirds of exports, and three-quarters of the economy's total R&D spending. This means that any effects of outward investment will inevitably be felt throughout the national economy. Moreover, the flows of outward investment have been much larger than flows of inward investment until the last few years. The sum of Swedish investment abroad between 1981 and 1990 was more than five times larger than inward FDI (OECD 1993) , and the stock of outward FDI was more than 2.5 times that of inward FDI in the mid-1990s (Braunerhjelm et al. 1996) .
2 Much work has therefore been invested in analyses of the effects of Swedish outward investment on the Swedish economy. Some of the findings regarding the impact of FDI on home country exports are reviewed in section 2 below. Section 3 turns to a discussion of some newer research issues, with emphasis on the structural effects of outward FDI. Section 4 concludes the paper.
Production interactions: Effects of outward FDI on home country exports
Questions regarding the impact of outward foreign investment on domestic exports, investment, and employment have been addressed by business-oriented analyses as well as econometric studies at different points in time in several countries, which means that there is quite some variation in methodology and generality of results. Typically, the more business oriented authors have attempted to examine what would have happened in specific cases if investment abroad had not been possible, whereas the econometric studies have tried to detect the overall relationship between FDI and home country exports in larger samples of firms or
industries.
An example of a Swedish business-oriented analysis of FDI and home country exports is Jordan and Vahlne (1981) . This study aims to compare the domestic employment effects of foreign direct investment with alternative ways to exploit the competitive advantages of a sample of Swedish firms. The alternatives considered are exports from Sweden, licensing, and minority joint ventures, and the analysis attempts to take into account several factors that may influence Swedish exports and employment in the medium term. These include estimates of the market shares that can be captured under the alternative strategies, differences in the ability to face and solve customer problems in the relevant markets, flows of royalties and license payments (which influences the possibilities to undertake R&D), and differences in related product sales under the alternative strategies.
Jordan and Vahlne's overall conclusion is that foreign direct investment has positive effects on Swedish exports and employment, because the establishment of foreign affiliates typically leads to large increases in the foreign market shares and in exports of intermediate products to
affiliates. The driving force is the existence (or fear) of various types of trade barriers that would limit the market shares if export was the only available alternative. Moreover, foreign direct investment is connected with higher royalty and license payments (from affiliates) and higher exports of related products. Foreign production is judged, by Jordan and Vahlne, to be particularly beneficial for low-technology products with high transportation costs. However, the results rest on very specific assumptions about export survival rates, i.e. the fractions of the affiliates' market share that could have been served by home exports. In some cases, for standardised products, the assumed survival rates are as low as 2 to 8 per cent. A related government research report (SOU 1981:33 ) examines a larger sample of firms and reaches similar results, with the summary conclusion that FDI has been a necessary strategy for the survival and international competitiveness of Swedish firms. Foreign direct investment has been complementary to Swedish exports and employment, because the alternatives would have resulted in much lower foreign market shares for Swedish firms.
It is obvious that the assumptions about export survival rates are of central importance for the outcome, and it is therefore interesting to relate Jordan and Vahlne's (1981) estimates with data from other sources. Such a comparison reveals that many other business-oriented case studies have also been based on very low survival rates. For instance, Stobaugh et al. (1972) , who study nine U.S. firms, conclude that their entire foreign markets would have been lost within five years in the absence of FDI. A problem with this kind of studies is that the estimates of survival rates are often based on surveys and interviews with company officials, who naturally are interested in "portraying their foreign activities in as favourable a light as possible vis-à-vis their impact on the domestic economy" (Frank and Freeman, 1978, p. 9) . A more careful approach would be to calculate survival rates from data on costs, revenues, and notable example).
demand conditions. Unfortunately, we are not aware of any such studies for Sweden, but Frank and Freeman (1978) The problem of assessing survival rates does not usually come up in econometric studies of the relation between FDI and exports. These studies typically employ regression analysis to determine the relation between exports and various firm, industry, and country characteristics.
Controlling for as many other determinants as possible, the focus is on the partial effect of foreign direct investment (measured e.g. as the stock of foreign assets or the value of foreign production). A negative coefficient for FDI implies that foreign production substitutes for exports, whereas a positive sign suggests that complementarity -the stimulus to home exports of intermediate and other related products -is more important in aggregate. It can be noted that most international studies of this type, including Bajo-Rubio and Montero-Muñoz (1999), Buigues and Jacquemin (1994) , Bergsten, Horst, and Moran (1978) , Horst (1974 ), IC (1994 , Kravis and Lipsey (1988) , Lipsey and Weiss (1981 and 1984) , Mucchielli and Saucier (1997) , Pfaffermayr (1996) and Yamawaki (1991) , conclude that the complementarities have tended to outweigh the substitution effects. Yet, there are probably differences between the competitive advantages of multinationals originating in different countries, and it may not be possible to generalise results across countries.
The most comprehensive econometric analyses of the Swedish FDI-trade relationship are presented in Swedenborg (1979 Swedenborg ( , 1982 Swedenborg ( , 2000 , Blomström et al. (1988) , and Svensson (1996) .
The studies are all based on a detailed data set on Swedish multinationals collected by the 3 However, Frank and Freeman (1978) rule out shifts in market size that are "occasioned by the establishment of a foreign subsidiary" (p. 35), which means that their figures are likely to be on the high side: the establishment of an affiliate is likely to lead to shifts in the demand curve as well as increases in foreign market shares.
Industrial Institute for Economic and Social Research (IUI) in Stockholm, but there are significant differences in methodology and results.
The major innovation in both of Swedenborg's early studies (1979 and 1982) is that she bases her analysis on 2SLS (two-stage least squares) estimations, in order to avoid the bias that comes about because both foreign production and exports may be affected by the same omitted variables. The first stage estimates the size of foreign production as a function of various firm, industry, and host country characteristics, and the second stage estimates exports from the Swedish parent company with the first-stage fitted values of foreign production as one of the independent variables. In Swedenborg (1979) , the focus is on a sample of some 100
Swedish manufacturing MNCs with more than 300 foreign affiliates in 1974. Her findings suggest that there was no significant overall effect of foreign production on the exports of Swedish parents that year, but that the aggregate results hide two significant, but opposite effects. Foreign production seems to substitute for some exports to sales affiliates and nonaffiliated customers in the host country, but there is a concurrent (larger) positive effect on the exports of goods to producing affiliates (both intermediates and finished products). Swedenborg (1982) adds observations for three more years (1965, 1970, and 1978) , with very similar results. The effect on total export is still not statistically significant, but there is a clear pattern when complementary and substituting exports are examined separately. A one dollar increase in foreign production is found to result in a 12 cent increase in exports to producing affiliates, but only a 2 cent fall in exports to other customers in the host country, i.e. a net export stimulus of 10 cents. Swedenborg (2000) largely confirms these results in a panel data analysis, covering the period 1965-1994. Blomström et al. (1988) argue that Swedenborg's results are uncertain because her first-stage estimations have low explanatory power, so that much of the relevant variation in the affiliates' production is neglected in the second stage. They examine Swedish exports and foreign direct investment for 10 aggregate industry groups in 1978, as well as changes between 1970 and 1978, in a conventional OLS (ordinary least squares) framework. By focussing on changes in the variables, they hope to eliminate the impact of the omitted variables that simultaneously affect foreign production and exports, but not those that affect changes in production or exports. Moreover, they look at total Swedish exports in each industry, rather than only the parent corporations' exports. This means that they may capture some instances where the affiliates' activities have substituted for other firms' exports, but also cases where FDI has facilitated other Swedish firms' exports to the host market. The latter situation may occur if foreign production familiarises the host country with Swedish products, or if the affiliates transfer information about the host country's business environment back to Sweden.
Yet, the findings in Blomström et al. (1988) differ little from those presented by Swedenborg.
There are no signs of substitution between Swedish exports and foreign production for any of the industries included -if anything, the authors find a larger complementary effect -and there is no evidence that affiliate production in a foreign country reduces the country's subsequent imports from Sweden.
A couple of more recent studies have challenged the earlier findings. Svensson (1996) , using unpublished data from later surveys of Swedish direct investment abroad, argues that it is necessary to account for the foreign affiliates' exports to third countries, because they are likely to substitute directly for parent exports. Doing this, he finds that there now appears to be substitution between Swedish investment abroad and exports from Sweden. The increasing preference among Swedish MNCs for acquisitions rather than greenfield ventures is likely to strengthen this conclusion. Acquired affiliates have established linkages with suppliers and subcontractors, and are not necessarily dependent on imports of intermediates from their new Swedish parent company. Braunerhjelm and Oxelheim (1998) address the discrepancy between Svensson (1996) and earlier studies by suggesting that the impact of FDI may vary depending on industry characteristics. 4 They argue that FDI and exports should be complements in industries that rely on immobile natural resources (Heckscher-Ohlin industries), but that they may be substitutes in industries relying on technology, brand names, and other intangible assets that are not fixed to the home country (Schumpeter industries), in particular if the economic environment in the home country is less attractive than that in the host countries. They also find some empirical support for this hypothesis by examining the relationship between domestic and foreign investment in a regression framework. The conclusion is that industry differences are likely to be important, and that more disaggregated studies are needed to formulate efficient economic policies.
Although some of the recent studies have found signs of a substitutive relationship between FDI and home country operations, they all note that the quantitative impact remains relatively small. It is therefore not unfair to summarise the discussion on the FDI-export interactions by noting that the Swedish FDI does not appear to be detrimental to Swedish exports. Having said this, it must be noted that the discussion above has left out some important aspects of production interactions. For a more complete analysis, we must turn our attention to another set of issues that has been discussed less frequently, at least until recently: the structural effects that come about because foreign direct investment influences the composition of home country exports and production. It is possible that the impact of FDI on what we produce and export is more important than its effects on how much we produce and export.
Production interactions: Effects on economic structure in the home country
The structural effects of foreign direct investment on the home country have received relatively little attention in the international debate, and the few studies that are available have focussed on a limited set of issues. A number of studies have examined the relation between FDI and profits (or, more generally, market power) in the home country, and concluded that internationalisation typically strengthens the domestic market position and the firm characteristics that made it possible to undertake FDI in the first place (see e.g. Benvignati 1983 , Bergsten, Horst, and Moran 1978 , Cohen 1972 , Lipsey 1995 , and Pagoulatos and Sorensen 1976 . The MNCs' profitability benefits from their ability to "achieve greater vertical integration (utilising cheap labour and/or raw materials), spread joint costs across a larger base, diversify portfolios across different economies and markets and reduce tax liabilities" (UN 1993, pp. 73-74) . Higher profits, in turn, stimulate investments in R&D and marketing and enhance the oligopolistic nature of the industries where multinational corporations typically operate. Other researchers have discussed the impact of FDI on the composition of domestic (mainly U.S.) labour demand (see e.g. Brainard and Riker 1997 , Frank and Freeman 1978 , Gunderson and Verma 1994 , Hawkins 1972 , Blomström et al. 1997 , and U.S. Tariff Commission 1973 . The picture emerging from these studies is that although FDI may reduce home country employment at the margin, there is typically a shift in labour demand favouring "white-collar" employees at the expense of "blue-collar" workers, arguably because multinational firms tend to export labour-intensive production activities, while concentrating management, marketing, R&D, and other advanced activities at the home base.
This shift in labour demand is the result of structural changes in home country production.
The establishment of a foreign affiliate is likely to substitute form exports of finished products from the home country to independent customers in the foreign country, but may boost exports of intermediates from the home country to the foreign affiliate. In the case of U.S.
MNCs, this is apparently a process where the home country specialises in relatively skillintensive activities, whereas the foreign operations are more labour-intensive. However, in an increasingly internationalised world economy, we should probably not expect a pattern where 
What type of production is located in Sweden?
To date, no detailed studies of the production structure or the international division of labour within Swedish multinational corporations have been published. There is no comprehensive information on what specific products the MNC parents and affiliates are manufacturing, nor are there readily available data on the factor contents in the MNCs' foreign and domestic production. Yet, there is evidence from trade data and unpublished information on Swedish
MNCs to suggest that the division of labour between parents and affiliates is becoming more accentuated, and that the degree of specialisation in home production is increasing (see e.g. Andersson, 1993) .
The intra-firm trade between parents and affiliates has always made up a large share of the Swedish parents' total exports, but the importance of these flows increased significantly during the late 1980s, particularly for EC affiliates. About a third of the parent exports to the six original EC members went to producing affiliates in 1986, but the share had increased to nearly half by 1990. The rates of increase in intra-firm exports to affiliates located in the other EC countries were equally large, although from lower initial levels. Concurrently, there were marked changes in the structure of these exports. Whereas intermediates and finished goods had accounted for roughly 50 per cent each in 1986, the share of intermediates had grown to nearly 75 per cent in 1990. The affiliates' exports back to Sweden have also increased much faster than their sales since the mid-1980s, to reach over 10 percent of total output in 1994 (Braunerhjelm et al. 1996) . Hence, it appears clear that Swedish MNC parents are concentrating their efforts on production of intermediate inputs. typically also benefits the countries where production is located, because specialisation according to comparative advantages increases welfare. Historically, Swedish comparative advantages have been based on natural resources like timber, ore, and hydropower, and products developed from these assets continue to be important in Swedish exports. According to and Hansson and Lundberg (1995) , Sweden's comparative advantages vis-à-vis other OECD countries in the early 1990s were still concentrated to products with low R&D content, many of which are based on the indigenous natural resources. Raw material based industries (metals, wood products, and paper products) have been particularly prominent in Swedish exports to the EC, whereas imports from the EC are largely made up of engineering products (machinery, electronics, and transport equipment).
Developments during the second half of the 1990s have changed this picture to some extent, with tremendous export increases in the telecommunications industry, which is dominated by one single company -Ericsson. Conventional trade theory therefore suggests that the production undertaken at home by most Swedish multinationals should also capitalise on Sweden's comparative advantages and focus on products with relatively high raw material content.
However, more modern trade theories suggest that other country characteristics than only factor abundance are needed to explain the comparative advantages and competitiveness of different economies. It is unclear to what extent these country characteristics also influence the production pattern of MNCs. Market size and market structure, agglomeration effects, technology gaps, and government policies aiming to secure national control over "strategically important" industries are some of the new determinants of the pattern of international trade and the specialisation of individual countries (see e.g. Helpman and Krugman, 1985; Krugman, 1986; Porter, 1990 ). The problem is that the different skills and technologies that are treated as country-specific in the literature on international trade can often be transferred between the affiliates of a MNC. For instance, technology gap theories argue that new and advanced products should be manufactured in and exported from the most developed countries, because this is where innovations are made and where demand for new products is
strongest. Yet, MNCs may find it profitable to transfer the technology for new product manufacturing to their foreign affiliates. Similarly, public support to R&D in a "strategically important" sector does not guarantee R&D intensive production and exports, since the MNCs may decide to transfer the output from their R&D to foreign affiliates.
Due to lack of data on product categories and factor intensities, there are no detailed analyses of how Swedish MNCs have distributed their international production across countries. Some authors have therefore used information on other aspects of MNC operations to speculate about the pattern of specialisation. Andersson (1993) notes that the labour productivity of EC affiliates increased at an average annual rate of 5.5 per cent between 1986 and 1990, while the parents' productivity growth rates were negative. He posits that this was mainly caused by a shift in the location of the Swedish MNCs' various production stages. Earlier, most of the value added was produced in the parent company and many affiliates functioned as relatively simple assembly plants. After the mid-1980s, he argues, affiliates took over some of the more skill-intensive parts of the production process, and parents specialised in simpler, raw material based operations at lower stages in of the value added chain. Andersson also examines firm level data for the periods 1974-1978 and 1986-1990 in a regression analysis, and finds a significant negative relation between labour productivity growth in parents and increases in the share of intermediate goods in the parents' total exports to their EC affiliates. From this, he concludes that FDI contributed to an increasing specialisation of home country production in raw material based intermediates with relatively low value added between the mid-1970s
and early 1990s.
Given the lack of direct evidence, it is necessary to interpret any conclusions with caution.
Swedish productivity growth may have been low for reasons that have nothing to do with the division of labour between MNC parents and affiliates -for instance, the incentives to work hard were probably weak in Sweden during the period in question because of high income taxes and a very compressed wage structure. Yet, it is interesting to note that the few available studies of the employment structure in Swedish MNCs outlines a picture that is at least partly consistent with Andersson (1993) . Increasing foreign production in Swedish MNCs was apparently accompanied by lower skill requirements in home based production already in the early 1980s -the largest MNCs employed a lower share of qualified production workers than Swedish industry on average (SOU 1983:16, p. 172) . More recently, Blomström et al. (1997) have noted that the expansion of Swedish outward investment has been related to an increase in Swedish employment of "blue-collar" rather than "white-collar" workers. This may reflect comparative advantages in skilled labour-intensive industries, rather than in R&D-intensive high-tech activities. Blomström (1999) has also pointed out that the average wage in the OECD affiliates of Swedish MNCs exceeded the average wage in the Swedish parent companies by the mid-1990s. This may reflect lower relative productivity in Swedish plants, but it is probably also related to the large depreciation of the Swedish currency after 1992.
In addition to the suspected specialisation in intermediates with relatively high labour and raw material content, Swedish MNCs have also retained most of their technology production at home. Over two-thirds of the MNCs' R&D expenditures are still undertaken in Sweden, although the affiliates' share of R&D has increased over the past decades (Braunerhjelm et al. 1996 , NUTEK 1999 . As a result of this concentration of research efforts, Sweden has exhibited the world's highest ratios of R&D expenditures to value added in manufacturing since the early 1980s, along with the United States (Hansson and Lundberg 1995) . However, there is a contradiction between this intensive research effort and the concerns regarding the relatively low export share of products with a high R&D content expressed above. Why had exports apparently not shifted towards more R&D intensive products before the mid-1990s?
One possible answer could be that the resources spent on R&D were wasted, but this is inconsistent with the observation that the competitiveness of Swedish MNC has remained high over the past decades. An alternative explanation is that Swedish R&D was mainly directed towards rationalising techniques for the production of low-tech manufactures, such as pulp and paper. A third possible argument -that assumes an international division of labour within multinational corporations -is that the MNCs have not found Sweden to be the most suitable location for their high-tech production. Whereas Sweden has been a favoured location for R&D, it appears that much of the production of R&D intensive products has been located to the foreign affiliates of Swedish MNCs (see ).
Thus, the limited evidence we have about what type of production is located in Sweden suggests a somewhat peculiar pattern. On the one hand, there appears to be a concentration to production of intermediates, which, according to some authors, were characterised by relatively low value added and high raw material content until the mid-1990s. On the other hand, there is also a focus on technology production, which is the area where Swedish MNCs have their firm specific competitive advantages. It is possible that this peculiar pattern may only arise in advanced countries with abundant natural resources, but not in advanced countries with comparative advantages in human capital or technology, where the country's and MNCs' advantages are likely to coincide. Hence, the pattern in Sweden (and perhaps also countries like Australia, Canada, and Finland) may differ from that in countries that are poor in natural resources, like Japan, the Netherlands, or Switzerland.
Some of the arguments above have been qualified with the restriction "until the mid-1990s".
The reason is that there are some recent signs indicating changes in the pattern of comparative advantages and specialisation. Andersson (1993) , Blomström et al. (1997), and Blomström (1999) all argue that the relatively weak performance in high-tech sectors reflect various weaknesses in the Swedish policy environment. There are strong arguments to suggest that the period from the early 1980s to the early or mid-1990s was characterised by a business environment that discouraged the development of more advanced and R&D-intensive activities in Sweden, but it can also be argued that this bias has been reduced or eliminated since that time. For instance, the Swedish currency was fixed at an overvalued exchange rate for several years before 1992, when it was allowed to float and depreciated by about 40 per cent against the U.S. dollar. Swedish income tax rates were the highest in the world until a large tax reform was introduced in 1991. Until 1991, Sweden also declared that it would stay outside the EU, which may have motivated Swedish MNCs to locate much of their new production capacity abroad, in the Single Market area. The financial crisis in 1991-92 opened the way for reforms in all these areas, and there is little doubt that the Swedish business climate has improved significantly since then. One indication of the stronger competitiveness of the Swedish economy is that the ratio of exports to GDP has increased from around 30 per cent in 1990 to about 45 per cent in 1999. A large share of the export growth since the early 1990s has been concentrated to electronics and telecommunications equipment, which now account for over a fifth of total exports. However, it is too early to tell whether these improvements have also made Sweden a favoured location for high-tech production.
Effects of increasing specialisation
The discussion above implies that Swedish multinationals are concentrating their home production in two areas: R&D and intermediate products. increasing specialisation will therefore be rather speculative, and the ensuing paragraphs are perhaps best seen as an agenda for future research.
The view that the MNCs' decisions to concentrate R&D in the parent company are beneficial for Sweden is seldom questioned, as noted above, and there is no need to repeat the wellknown arguments for why R&D may be connected with positive externalities. Instead, it is interesting to note that the recent debate has raised several questions about Sweden's ability to benefit from the potential R&D spillovers in the long run.
First, the debate has revealed worries that R&D is also moving abroad, and the foreign affiliates' share of the Swedish MNCs' total R&D expenditures have indeed increased significantly since the mid-1980s. It is not clear how far this trend will continue, but the recent changes call attention to questions about what has determined the location of R&D. More specifically, it has been argued that R&D has been cheap in Sweden because the salaries of scientists and engineers have been low compared to other OECD countries (Blomström, 1999) . However, low salaries have also meant that the incentives to invest in higher education are weak, and skilled labour is becoming scarcer. Sweden has therefore lost its position among the countries with the highest education and skill levels in manufacturing, and it may be difficult to retain the comparative advantages in R&D if present trends continue.
A second cause of concern has been the lack of a shift in total Swedish exports toward more high-tech products during the past decades, in spite of the very high R&D expenditures. As discussed earlier, this may indicate that Swedish research results are not exploited at home, but rather exported to foreign affiliates where production takes place. The question is then which activities yield the most positive externalities: production of high technology (i.e. R&D) or high-technology production. A third point to note is that Sweden can only benefit from the potential R&D externalities if there is a population of local firms that are able to absorb spillovers (see Blomström and Kokko, 1998) . However, if MNCs actually concentrate their Swedish operations to fewer and perhaps less advanced intermediates, this will have a profound impact on thousands of their non-multinational suppliers and sub-contractors in Sweden. Overall, there has for a long time been a downward trend in the number of subcontractors, and the share of inputs purchased in Sweden has also been falling (Braunerhjelm, 1991) . A further specialisation of the MNCs' Swedish operations would enhance this trend.
This effect of FDI on industry structure therefore raises questions about the possibilities to absorb the spillovers from the MNCs' R&D efforts in the future.
The emergence of a more concentrated industry structure may also have other implications.
When the parent companies specialise in the production of some of the intermediate inputs We already noted that this kind of development might reduce the opportunities to benefit from R&D-spillovers, but there may be additional effects on e.g. growth rates. It is generally believed that small and medium sized firms were instrumental in generating economic growth in the U.S. and the U.K. during the 1980s, and they have played major roles in the development of new high-tech industries all over the industrialised world. Empirical studies have also demonstrated that firm growth decreases with firm size and firm age (see. e.g. Evans, 1987; Hall, 1987; Dunne, Roberts, and Samuelson, 1989) . The link between firm size and growth in Sweden may be different, but any significant relation provides a motive to think twice about the possible effects of FDI on the home country's economic structure.
Conclusion
This paper has provided a selective survey of the literature on home country effects of FDI, to the lack of detailed data on plant level production structure, factor intensities, and other production characteristics, the discussion has largely been speculative. The number of unanswered questions and tentative conclusions in the previous section corroborates the need for future research in this area.
The main obstacle to research on the structural effects of FDI is undoubtedly the lack of detailed data on the domestic and foreign operations of multinational corporations. A careful analysis of the international division of labour within MNCs requires plant level data for several countries, as well as comparative data on the operations of non-multinational firms. In addition to standard variables, such as employment, value added, and investment, this includes information on the structure of production -what, exactly, is produced at home and abroad? -and data on international (intra-firm) trade in goods as well as services. Few countries collect information at this level of aggregation (although a promising data set for Swedish MNCs is under construction). Another serious problem is the lack of formal models to explain the determinants of the MNCs' location decisions. The production pattern that can be discerned at any given point in time reflects current conditions as well as past decisions, which means that empirical analysis is not likely to be sufficient for distinguishing the main determinants of MNC behaviour. Fortunately, an increasing amount of theoretical work is presently focused on research where international trade, investment, and location decisions are interconnected. For a full list of CIES publications, visit our CIES Web site or write, email or fax to the above address for our List of Publications by CIES Researchers, 1989 
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